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1974 1973 
INCOME 
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PER COMMON SHARE 
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Total assets 72,604,897 67,771,048 
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Consolidated net earnings, on a fully-taxed basis for 
1974 amounted to $2,373,686 or $1.19 per common 
share compared to $3,340,764 or $1.70 per common 
share in 1973. Tax recoveries as a result of losses 
sustained in previous years brought total earnings to 
$2,951,686 or $1.50 per common share in 1974, 
compared to $4,386,694 or $2.26 per common share 
irmii973: 


In 1974 consolidated total revenues amounted to 
$102,134,318 as compared to $77,584,319 last year. 
All of our operating units reported higher sales vol- 
ume although part of this increase is attributable to 
the inclusion for a full year in 1974 of the operating 
results of those businesses acquired in the second 
half of 1973. 


While consolidated net earnings included an element 
of inflation thus inducing inventory profits, by year- 
end the opposite was also true in that falling prices of 
commodities such as copper and to a lesser extent 
hardwood lumber resulted in a lowering of recorded 
profits. Two other factors had an adverse effect on 
earnings, namely, labour stoppages or slow-downs 
in Our Own organization as well as in the operations 
of our customers, suppliers and even whole indus- 
tries upon which we are dependent and secondly the 
record levels of interest rates during the past year. 


Within the organization we had a nine-week strike 
in the United States subsidiary in our Metal Powders 
Group, following which the same subsidiary was af- 
fected by a dramatic fall-off in orders as a direct 
result of the current severe recession in that country. 


Strikes and slow-downs, particularly in the Quebec 
construction industry, also had a major impact on 
earnings by way of reduced margins on work com- 
pleted in 1974 and the carry-over of work and related 
profits into 1975 with respect to contracts that should 
have been completed last year within our Steel 
Fabrication Group. 


The extent to which your company depends on 
borrowed capital combined with the considerable 
increase in interest rates, resulted in an increase of 
$1,130,600 in interest expenses in 1974 over the 
amount spent in 1973. This leveraged position came 
about as a result of the major acquisition programs 
during the years 1971 to 1973. There were no acqui- 
sitions made in 1974 but a total of $8,403,019 was 
invested in new plant and equipment. These invest- 
ments were aimed at increasing and improving pro- 
duction facilities of our existing operations. Until such 
time as our financial and working capital position are 
restored, it is our intention to limit further acquisitions 
of both new operations and fixed assets. 


The final factor affecting 1974 earnings was the loss 
in the plastic sign operations occasioned, in retro- 
spect, by premature expansion of the operation 
plus acquisitions and the subsequent problems of 
consolidation of certain of the manufacturing facili- 
ties. Unfortunately, we will continue to incur losses, 
at a much reduced rate, in this division at least for 
the first half of 1975. 


Turning now to the outlook for 1975, we once again 
are faced with uncertainties of such a magnitude as 
to make forecasting a rather brash affair if not of 


little value within a very short time of completing the 
exercise. However, certain trends at this stage are 
well established including the reversal of trend in 
interest rates which will obviously improve our 
earnings. On the other hand, a record number of 
labour contracts are due for renegotiation in Canada 
this year, and as the impact of inflation on labour, 
business and governments virtually precludes a 
single solution of common interest, further disruptions 
in the Canadian economy are inevitable. 


The rate of growth in consumer spending, a vital 
factor in our furniture division, is expected to resume 
in the second or third quarter of 1975 as the incentive 
measures contained in the last federal budget make 
themselves felt and are reinforced by the relatively 
large wage increases under union contract settle- 
ments during the past several months. 


We are pleased to welcome to our board Mr. T. R. Bell, 
President and Chief Operating Officer of Dominion 
Textile Limited. It is with regret that we announce 
the resignations of Mr. J.-Claude Hébert and Mr. |. J. 
Kilpatrick as President and Group Vice-President 
respectively. However, Mr. Hébert continues as a 
member of your Board of Directors and has been 
appointed Deputy Chairman of the Board. 


The Directors wish to extend their appreciation to all 
employees for their loyalty, dedication and hard work 
and to our shareholders and customers for their 
continued support. 


ON BEHALF OF THE BOARD 
4 
Wor 
Beg bon M ete: 
eal 
P.N. Thomson, Chairman and President 


March 18, 1975 Montreal 


WARNOCK HERSEY INTERNATIONAL LIMITED 


and subsidiary companies 


EARNINGS AND FINANCIAL REVIEW 


EARNINGS 

Gross revenues 

Operating and administrative expenses 
Depreciation and amortization 

Interest expenses 

Minority interests . 

Income taxes . : 
Earnings (loss) before extraordinary items 
Extraordinary items — net. : 

Total earnings (loss) and extraordinary items 


EARNINGS (LOSS) PER COMMON SHARE 
Earnings (loss) before extraordinary items 
Total earnings (loss) and extraordinary items 


FINANCIAL — at year end 

Working capital 

Net fixed assets 

Total assets 

Long-term debt 

Shareholders’ equity . nae apa 
Number of common shares outstanding 


*Interest expense on long-term debt only. 


ADDITIONAL INFORMATION 


1974 1973 1972 SIA 
$102,134,318 $ 77,584,319 $ 58,548,037 $ 50,749,215 
91,273,762 67,158,099 53,093,259 48,550,084 
2,618,241 PWG OS's) 1,572,904 1,322,760 
3,318,510 201,910 1,421,221 1,335,591 
52,637 35,638 54,458 37,990 
2,497,482 2,690,810 1,301,378 292,195 
2,373,686 3,340,764 1,104,817 (790,005) 
578,000 1,045,930 132,266 235,814 
$ 2,951,686 $ 4386694 $ 1,237,083 $ (554,191) 
$1.19 $1.70 $0.51 $(0.52) 
1.50 2.26 0.58 (0.39) 
16,217,186 17,520,778 11,989,677 11,839,650 
27,657,779 23,825,791 20,491,956 14,706,552 
72,604,897 67,771,048 52,070,432 39,200,178 
22,441,303 22,869,823 15,935,518 10,629,010 
24,047,419 22,104,648 17,864,828 17,381,963 
1,886,135 1,885,885 1,835,885 1,835,885 


As the result of a number of decisions made during the 
period shown, the composition of the company has 
undergone a substantial change. 


In 1968, investments in securities equalled 28.5% of total 
consolidated assets, whereas in 1974 they represent only 
4.3% of assets. 


Since 1968, the company has withdrawn from a number 
of operations which were unprofitable; these include the 
aircraft, aerospace and stevedoring activities. The latter 
was accomplished in 1971 with the sale of the assets of 
the Eastern Canada Stevedoring Division which had, from 


1968 to 1971 inclusive, accounted for 35% of consolidated 
revenues. 


The first venture into the furniture industry was made in 
1968 with the acquisition of Henderson Furniture Limited 
and Princeville Furniture Limited. A number of other com- 
panies have been added in 1972 and 1973 so that the 
Furniture Group now accounts for 24.5% of total corporate 
assets and 23.9% of consolidated gross revenues. 


The Steel Fabrication Group only came into existence in 
1972 with the acquisition of the Toronto Iron Works, Lim- 
ited. This group, in 1974, generated 36.1% of consolidated 
revenues. 


1970 


$ 68,417,231 
67,970,739 
1,922,758 
2,264,146 
(108,344) 
333,515 
(3,965,583) 
(3,083,968) 

$ (7,049,551) 


8,363,731 
16,936,352 
52,800,893 
10,792,708 
17,936,154 

1,835,885 


1969 


$ 83,217,415 
79,304,819 
2,328,646 
1,142,894" 
190,950 
673,972 
(423,866) 
3,315,597 


$ 2,891,731 


$(0.33) 
1.51 


14,523,805 
23,970,932 
65,635,673 
14,084,677 
20,120) 

1,817,991 


1968 


$ 64,992,754 
61,027,262 
1,447,641 
782,122* 
(108,615) 
1,331,128 
513,216 
3,859,528 
$ 4,372,744 


$0.22 
2.47 


13,546,297 
22,024,590 
69,431,726 
16,438,124 
22,122,994 

1,762,143 


GROSS REVENUES 


(in millions. of dollars) 
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(in millions of dollars) 


4 4 
3 3 
2 2 
“s 
: fe 
) (1) 

(2) (2) 

(3) (3) 
(4) (4) 

68 69 70 71 72 73 74 


SHAREHOLDERS’ EQUITY 


(in. millions of dollars) 


SAWN fap maby ieee op RAS RMIT PE Ags SEV SUAS 7 SET ESR ST, 


20 


10 


WARNOCK HERSEY INTERNATIONAL LIMITED 


and subsidiary companies 


PRINCIPAL OPERATING COMPANIES 


FURNITURE GROUP 


Radisson Furniture Limited 


Henderson Division (2 plants) 
St. Lambert, Quebec 


Princeville Division 
Princeville, Quebec 
Radisson Furniture (Quebec) Limited 


Marius Ouellet Division 
Disraeli, Quebec 


Royal Chesterfield Division 
Victoriaville, Quebec 


Thibault Division 
Ste. Thérése, Quebec 


Industries Bourassa (1973) Limitée 
St. Raymond, Quebec 


STEEL FABRICATION GROUP 


Toronto Iron Works Holdings Limited 
Toronto, Ontario 


C. E. Macpherson (1968) Limited 
Kingston, Ontario 


Wimco Stee! Sales Company Limited 
Oakville, Ontario 


Central Bridge Company 
Trenton, Ontario 


RESORTS GROUP 


The Chantecler Hotel (1971) Ltd. 
Ste-Adéle, Quebec 


Sunshine Village Division 
Sunshine Valley, Alberta 


Garibaldi Lifts Ltd. 
Whistler Mountain, British Columbia 


PROFESSIONAL SERVICES GROUP 


Warnock Hersey Professional Services Ltd. 
Ville LaSalle, Quebec 


The Kleinfeldt Group Division 
Mississauga, Ontario 


Bégin, Charland & Valiquette Division 
Montreal, Quebec 


Cunningham & Rivard Appraisals Division 
Vancouver, British Columbia 


Contréle Technique Appliqué Ltée 
Ville LaSalle, Quebec 


METAL POWDERS GROUP 


International Bronze Powders Limited 
Valleyfield, Quebec 


United States Bronze Powders, Inc. 
Flemington, New Jersey 


Canbro (U.K.) Limited 
Royston Herts, England 


DISPLAY COMMUNICATIONS GROUP 


Trans-Ad Division 
Montreal, Quebec 


Tek Plastics Limited 
Mississauga, Ontario 


Neon Contractors Ltd. 
Calgary, Alberta 


WARNOCK HERSEY INTERNATIONAL LIMITED 


and subsidiary companies 
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FINANCIAL REVIEW BY SEGMENTS 


TOTAL ASSETS GROSS REVENUES OPERATING PROFITS 
(in thousands) (in thousands) (in thousands) 


1974 1973 1972 1974 1973 1972 1974 1973 1972 
FURNITURE $17,807 $16,594 $ 7,300 $ 24,443 $18,145 $ 8,668 $ 3,662 $ 3,013 $ 1,239 


STEEL 
FABRICATION 20,134 17,615 12,955 36,864 24390 20,007 3,475 2,411 1,620 


RESORTS 10,217 9,272 10,847 6,842 6,442 5,892 1,344 1,357 783 


PROFESSIONAL 
SERVICES 5,605 5,422 4,509 9,376 7,426 7,160 751 610 262 


METAL POWDERS 8,446 9,093 6,174 14,312 12,788 8,898 433 1,100 424 


DISPLAY COM- 
MUNICATIONS 6,108 2,936 9,903 7,732 6,777 (464) 299 383 


OPERATING 68,317 44,721 101,740 76,923 57,402 $ 9,201 $ 8,790 $ 4,711 


DISCONTINUED 
OPERATIONS 1,105 


NON-RECURRING 
INCOME 54 


CORPORATE and 
INVESTMENTS 340 


TOTAL $102,134 


RECONCILIATION OF OPERATING PROFITS TO EARNINGS 


1974 1973 1972 
(in thousands) 


ORANG EOTOINSs: ae s.r een sre Le a th tiae SM ovtieeae vee. ~§ 9,201 -$ 8,790 $4,711 
[Wesuienncome moudiready WClUded. - Te-am le es 340 386 467 
9,541 9,176 5,178 

Reso TMeMiZ OM sCL OCC WiHl Bom. Ae tos re. Pants vA orton wee Tks edhe ee es Mb 170 rf 
Neniosses On CiscOnlinUGG.OpOhalionSa. . 9.55, .. . 5. 2rd 336 146 
DOLRCcOeaeGiSIalOnamerMer es? «2 ke se... ee 946 857 
Investments — other net expenses (profits). . 2. . 2. 2. 2. ee ew ew eee (529) 78 
PROTOS EXDENSES Vici: RRC be sliniec ipks ea eran oe, « 2,188 1,421 
HEEL OX CSS tir co MERA Pe ig ce oe Poe, a el ay | Gare EE a 2,691 1,301 
Decrease (increase) in equity of associated companies. . . . . .... . (3) 144 
ASM RE 8-9 9 Sa an mn a Sai a ic 36 54 

EAA AS DSTOLen OXVOLCINATY.ILGIMS.. t) vehee aos Sa “ve age oe ee A $ 3,341 $ 1,105 


WARNOCK HERSEY INTERNATIONAL LIMITED 


and subsidiary companies 


OPERATIONS REVIEW 


OPERATING REVENUES BY INDUSTRY GROUP 


(in millions of dollars) 
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OPERATING ASSETS BY INDUSTRY GROUP 


(in millions of dollars) 
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STEEL FABRICATION 


RESORTS 
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DISPLAY COMMUNICATIONS 
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WARNOCK HERSEY INTERNATIONAL LIMITED 


and subsidiary companies 


OPERATIONS COMMENTARY 


FURNITURE GROUP 


In 1974, this group achieved both record sales and 
earnings. Demand for its products was very strong until 
the last quarter of 1974 when a noticeable reduction in 
consumer spending took place. It is however anticipated 
that consumer spending will increase in the second half 
of 1975. More cash should be available in consumer 
hands as a result of current wage settlements and a re- 
duction in personal income taxes and other tax incentives 
proposed in the November 18, 1974 budget of the 
Federal Government. 


The record earnings were achieved despite disruptions 
related to start up of new facilities and reorganization of 
certain production lines. The sawmill operation of Indus- 
tries Bourassa (1973) Limitée was also adversely affected 
by a reduction in both demand and prices of hardwood 
lumber. 


Major programs underway to improve overall productivity, 
combined with the start up of operations at the new 
modern Marius Ouellet plant in Disraeli, should result in 
an improvement of the profit margins in 1975. 

(Se ee See ee 


OPERATING PROFITS BY INDUSTRY GROUP 


(in thousands of dollars) 


FURNITURE 


STEEL FABRICATION 


RESORTS 


PROFESSIONAL 
SERVICES 


METAL POWDERS 


DISPLAY 
COMMUNICATIONS 


~500 


STEEL FABRICATION GROUP 


All sectors of this group posted gains in sales levels 
during 1974. Total earnings were correspondingly higher 
than those of the previous year. Delays in the completion 
of a number of contracts as a result of strikes and labour 
problems at the field erection sites resulted in postpone- 
ment in the recording of some earnings from 1974 to 
1975. The order backlog of both plate fabrication and 
Central Bridge divisions is standing at record levels 
extending into 1976. 


Operating profit included an element of inventory profit 
as is customary in times of inflation. This helped to offset / 
a decline in margins resulting from disruption in field 
erection work, particularly relating to labour strife in the 
Quebec construction industry. 


The operations of Wimco Steel Sales Company Limited 
and Steel Distributors were consolidated late in 1974 into 
a new plant in Oakville, Ontario. The plant is expected to 
work at full efficiency by the second quarter. 


1,500 2,500 3,000 


WARNOCK HERSEY INTERNATIONAL LIMITED 


and subsidiary companies 


OPERATIONS COMMENTARY (cont’d) 


RESORTS GROUP 


Results of Le Chantecler Resort Hotel operation in Ste- 
Adéle, Quebec, were disappointing. This was due to a 
major increase in cost of operation and, once again, a 
very poor ski season brought about by unfavorable 
weather conditions. Emphasis continues to be placed 
on the quality of overall services provided by Le Chante- 
cler in order to make this Laurentian resort an even more 
attractive location for groups and conventions. 


The Garibaldi and Sunshine Village Ski operations in 
Western Canada benefited from excellent snow and 
weather conditions resulting in record sales and earnings 
levels. In response to increased patronage at both 
Garibaldi and Sunshine, additional ski lift facilities were 
built in 1974 at both locations at a total cost of 
$1,000,000. 


PROFESSIONAL SERVICES GROUP 


The strong emphasis placed on the sales function by 
this group bore favorable results in 1974 and contributed 
to the improvement in earnings. 


While remaining the largest single inspection and testing 
organization in Canada, the management of this group is 
stressing the development of new services, particularly 
in the fields of professional engineering, consulting and 
project management. 


The acquisition of a number of companies in the field of 
appraisal services in recent years has also made the 
Professional Services Group the largest independent 
appraisal organization in Canada. 


METAL POWDERS GROUP 


Gains posted at the sales level were largely the result of 
increases in metal prices throughout most of 1974. A 
sharp decline in copper prices towards the end of 1974, 
however, had an adverse effect on profits, particularly in 
the U.S. operations. 


Sales and earnings of both the Canadian and U.K. opera- 
tions were higher than in 1973 as a result of the strong 
demand for its products. A decrease in demand, however, 
took place at the beginning of 1975. 


The U.S. operation was adversely affected by a nine-week 
strike at the Flemington plant during the third quarter of 
1974 which prevented the shipping of materials at a time 
when the demand for its products was strong, plus the 
Current recession which began in the U.S. in the fourth 
quarter of 1974, resulting in a considerable decline in 
sales and profits. 


DISPLAY COMMUNICATIONS GROUP 


While sales of the transit advertising division were higher 
in 1974 than in 1973, the increase was not sufficient to 
compensate for the rise in cost of operations. This group 
suffered from a substantial loss of revenue resulting from 
the one-month strike of the Toronto Metro Transit System 
during the third quarter of 1974. 


The Plastic Signs operations continue to be a major 
concern into 1975. Anticipated improvements as the result 
of transferring the manufacturing facilities of recently 
acquired Wilson Plastic Signs Limited to Tek Plastics 
Limited have not as yet materialized. On the contrary, the 
move turned out to be very costly and resulted in a subs- | 
tantial loss in 1974. Every effort is being made to turn 
this operation around. 


AUDITORS’ REPORT 


TO THE SHAREHOLDERS, 
WARNOCK HERSEY INTERNATIONAL LIMITED 


We have examined the consolidated balance sheet of 
Warnock Hersey International Limited and _ subsidiary 
companies as at December 31, 1974 and the consoli- 
dated statements of earnings, retained earnings and 
changes in financial position for the year then ended. Our 
examination of the financial statements of Warnock Hersey 
International Limited and those subsidiaries of which we 
are the auditors included a general review of the ac- 
counting procedures and such tests of accounting records 
and other supporting evidence as we considered neces- 
sary in the circumstances. For other companies which 
have been consolidated, we have relied on the reports of 
the auditors who have examined their financial statements. 


In our opinion, based upon our examinations and the 
reports of the other auditors, these consolidated financial 
statements present fairly the financial position of the com- 
panies as at December 31, 1974 and the results of their 
operations and the changes in their financial position for 
the year then ended, in accordance with generally ac- 
cepted accounting principles applied on a basis consis- 
tent with that of the preceding year. 


Campbell, Sharp, Nash & Field 
Chartered Accountants 


Montreal, February 14, 1975. 


INCOME 

Gross revenue from operations 
Income from investments 
Non-recurring income — net . 


EXPENSES 
Operating and administrative 
Depreciation . 


Amortization of intangibles . 


Interest on long-term debt 

Other interest 

Income taxes. SP ly Mite. Aa eee 
Increase in equity of associated company (Note 1) 
Minority interest. 


EARNINGS BEFORE EXTRAORDINARY ITEM . 


EXTRAORDINARY INCOME 
Reduction in income taxes through utilization of loss-carry-forward (Note 8) 


TOTAL EARNINGS AND EXTRAORDINARY ITEM 


EARNINGS PER COMMON SHARE 
Before extraordinary item 
After extraordinary item . 


CONSOLIDATED STATEMENT OF RETAINED EARNINGS 
for the year ended December 31, 1974 


RETAINED EARNINGS, January 1. 
Earnings for the year eee hte Rely cas: 
Gain on preferred shares purchased for cancellation 
Dividends paid — preferred shares 

— common shares. edt OR hi eae ae 
Income tax paid on 1971 designated undistributed income of a subsidiary 
RETAINED EARNINGS, December 31 


1974 


$101,675,343 
404,881 
54,094 


102,134,318 


91,292,242 
2,347,971 
270,270 
2,700,287 
618,223 
2,497,482 
(18,480) 
52,637 
99,760,632 


2,373,686 


578,000 


$ 2,951,686 


$1.19 
$1.50 


1974 
$ 7,716,986 
2,951,686 
158,204 
(129,607) 
(366,947) 
(152,565) 


$10,177,757 


1973 


$ 76,923,357 
589,929 
71,033 
77,584,319 


67,161,196 
1,933,699 
237,399 
1,736,354 
451,556 
2,690,810 
(3,097) 
35,638 
74,243,555 


3,340,764 


1,045,930 


$ 4,386,694 


$1.70 
$2.26 


1973 
$ 3,586,791 
4,386,694 
(164,350) 
(92,149) 


$ 7,716,986 


WORKING CAPITAL INCREASED BY: 
Total earnings before extraordinary item 
Items not requiring an outlay of funds: 
Minority interest in earnings . 
Depreciation and amortization 
Gain on sale of fixed assets . 


Reduction in income taxes through utilization of loss-carry-forward . 


Increase in equity of associated company 


(Gain) Loss on disposal ofinvestments in subsidiary and associated companies (Note 1) 


Deferred income taxes 
Other 


Working capital of subsidiaries purchased during the year net of working capital 


of subsidiaries sold be 
Proceeds on issue of long-term debt 


Proceeds on sale of subsidiaries (including realization of advances of $215,198) 


Proceeds on issue of common shares 

Proceeds on sale of fixed assets 

Reduction of notes and mortgages receivable . 
Payments received under executive stock option plan 


WORKING CAPITAL DECREASED BY: 

Investment in subsidiary and associated companies 
Reduction of long-term debt 

Purchase of fixed assets . mete 
Advances under executive stock option plan 
Preferred shares purchased for cancellation 
Payment of special taxes. 

Payment of dividends . 


(DECREASE) INCREASE IN WORKING CAPITAL . 


WORKING CAPITAL, January 1 


WORKING CAPITAL, December 31 . 


1974 


$ 2,373,686 


52,637 
2,618,241 
(800,383) 
578,000 
(18,480) 
(91,914) 
617,226 
(5,675) 


5,323,338 


(113,410) 
8,197,211 
597,765 
2,000 
2,261,346 
240,337 
50,400 


16,558,987 


10,270 
8,253,986 
8,403,019 

184,389 
361,796 
152,565 
496,554 


17,862,579 


(1,303,592) 


17,520,778 


$16,217,186 


1973 


3,340,764 


35,638 
2,171,098 
(4,743) 
1,045,930 
(3,097) 
1,009,368 

159,591 
12,290 
7,766,839 


4,524,288 
11,078,656 
426,758 
200,000 
150,733 
275,910 
94,800 
24,517,584 


10,458,931 
4,587,060 
3,229,402 

159,386 

90,375 
204,830 
256,499 


18,986,483 


5,531,101 


11,989,677 


$ 17,520,778 


ASSETS 


CURRENT 

Cash and deposit receipts dy atl aah ght ate a pli toy a Mand pean me 
Marketable securities, at cost which approximates market (Note 2) . 
Accounts and notes receivable EE SOAS OP nla Se hoe eS 
Inventories, valued at the lower of cost and net realizable value . 
Prepaid expenses . 


OTHER ASSETS 

Mortgages and notes receivable, net of current portion . 
Advances in respect of executive stock option plans (Note 3) 
Investment in associated company, at equity value (Note 1) . 


FIXED 


Land, buildings and equipment, at cost . 
Less: Accumulated depreciation 


INTANGIBLE 


Excess of cost of subsidiaries over the values assigned to the net assets (Note 1) . 


Less: Accumulated amortization 


ON BEHALF OF THE BOARD 
P. N. Thomson, Director 


J. Claude Hébert, Director 


1974 


$ 2,894,680 
3,105,198 
19,823,188 
13,536,669 
743,633 


40,103,368 


230,921 
492,575 
226,903 


950,399 


50,675,953 
23,018,174 


27,657,779 


4,473,357 
580,006 


3,893,351 


$72,604,897 


1973 


$ 2,045,176 
3,105,198 
20,395,950 
12,504,964 
687,789 


38,739,077 


481,091 
358,586 
208,423 


1,048,100 


46,049,393 
22,223,602 


23,825,791 


4,467,816 
309,736 


4,158,080 


$67,771,048 


LIABILITIES 


CURRENT 

Bank indebtedness, secured 

Accounts payable and accrued liabilities 
Dividends payable . 

Income and other taxes payable 


Long-term debt due within one year (Note 4) 


LONG-TERM DEBT, less amounts due within one year (secured) (Note 4) 


Bank loans 
Other loans 


DEFERRED INCOME TAXES 
MINORITY INTEREST . 


SHAREHOLDERS’ EQUITY 

CAPITAL STOCK (Note 5) 

Preferred shares of $25 par value, issuable in series 
Authorized 266,235 shares 


Issued 86,380 shares (1973 — 107,180 shares) 
$1.50 series ‘‘A’’ cumulative redeemable at $26.25 


Common shares of no par value 
Authorized 3,000,000 shares 
Issued 1,886,135 (1973 — 1,885,885 shares) . 


RETAINED EARNINGS (Note 5) 


1974 


$ 4,442,694 
13,279,686 
32,393 
3,118,093 
3,013,316 


23,886,182 


18,558,694 
3,882,609 


22,441,303 


1,716,043 


513,950 


2,159,500 


11,710,162 


13,869,662 


10,177,757 


24,047,419 
$72,604,897 


1973 


$ 4,955,264 
11,278,328 
40,193 
2,471,738 
2,472,776 


21,218,299 


18,034,047 
4,835,776 


22,869,823 


1,106,030 


472,248 


2,679,500 


11,708,162 


14,387,662 


7,716,986 


22,104,648 
$67,771,048 


WARNOCK HERSEY INTERNATIONAL LIMITED 


and subsidiary companies 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


December 31, 1974 


1. SUMMARY OF ACCOUNTING POLICIES 

A) Basis of consolidation 

The consolidated financial statements include the accounts of the 

Company and all of its subsidiaries. 

The Company policy of accounting for the difference between the 

cost of investment in a new subsidiary and the acquired equity in net 

assets is to assign this difference firstly to such of the acquired assets 

as may be undervalued in the accounts of the new subsidiary. Any 

excess is carried in the consolidated balance sheet as an intangible 

asset and amortized over a reasonable period of time. To date a total 

of $4,473,357 has been accumulated as an intangible asset of which 

$3,524,938 is with respect to manufacturing subsidiaries and $948,419 

with respect to service subsidiaries. The amounts are being amortized 

over 20 and 10 years respectively. 

Investment in associated company is carried on the equity method 

and consists of a 50% interest in Atomized Metal Powders, Inc. 

B) Inventories 

Stock and work in progress have been consistently valued at the 

beginning and end of the year at the lower of cost and estimated net 

realizable value. Cost in the case of products manufactured consists 

of direct material and labour costs together with the relevant factory 

overheads. 

C) Fixed assets 

The major categories of fixed assets ag as follows: 
1 


1973 
Accumulated Net Book Net Book 
Cost Depreciation Value Value 
ltelayols “RO eee 4,671,278 — 4,671,278 4,503,153 
Building . 10,998,839" 9 5,320/967 M06 72;8i72 9,079,216 
Machinery & 
equipment 27,088,673 16,298,476 10,790,197 8,802,004 
Othery see ues 2,922,163 1,398,731 1,523,432 1,441,418 


$50,675,953 $23,018,174 $27,657,779 $23,825,791 
2. MARKETABLE SECURITIES 


December 31 


Cost Market value 
Power 1974 1973 1974 1973 
Corporation 
of Canada, 
Limited 
375,000 — 
5% preferred 
sharesie . —. 2,965,600 2,965,600 3,000,000 4,218,700 
Miscellaneous 139,598 139,598 80,000 181,300 


$3,105,198 $3,105,198 $3,080,000 $4,400,000 


3. ADVANCES IN RESPECT OF EXECUTIVE STOCK 

OPTION PLANS 

The Company has at various times advanced funds to a trustee for 

the purchase of common shares of the Company to be made available 

to senior executives and key employees by way of options at the prices 
paid by the trustee for the shares so purchased. 

The outstanding balance is represented by: 

a) The cost of 21,000 shares out of an original 100,000 
shares acquired by the trustee in 1971 at a cost of 
$400,000. (Options for 62,500 shares were exercised 
in 1972, 12,500 shares in 1973, and 4,000 shares in 
1974 — options with respect to the remaining 21,000 
shares may be exercised in whole or in part up to 
June 30, 1976) 

Amounts due under terms of a deferred payment plan 
for options exercised which allows for five equal annual 
instalments : 

b) The cost of 15,000 shares — ‘exercisable at $9. 10 per 
share as to 3,750 shares in each of the years com- 
mencing May 1, 1974, 1975, 1976 and 1977 with all 
rights to exercise expiring on April 30,1978. . . 

c) The cost of 7,900 shares (at an average of $7.25 per 
share) as part of an authorized amount of 15,000 
shares. Options for these shares have not as yet been 
allocated 

d) The cost of 15, 000 shares — granted and ‘exercised in 
1974 at $10. 00 per share — deferred Bee al plan 
allows for five equal instalments . 


$ 84,000 


64,800 
136,538 


57,237 


150,000 
$492,575 


4. LONG-TERM DEBT 


During 1974, the Company used surplus funds to prepay certain 1975 
maturities of long-term debt aggregating $1,300,200. The remaining 
portion of 1975 maturities and those for the years 1976 to 
1979 inclusive are as follows: $3,013,316, $4,235,356, $2,892,118, 
$2,115,658 and $1,935,606 respectively. Of the $22,441,303 of long- 
term debt due beyond 1975, $9,230,764 is due by the Company and 
$13,210,539 is due by subsidiaries. The total is comprised of 
$18,558,694 of term bank loans, $2,169,738 of mortgages payable, 
$794,648 of notes payable, $918,223 of other loans. Interest rates for 
the term bank loans fluctuate with changes in prime rate while rates 
for other items of indebtedness are usually fixed for the term of the 
debt. The average rate of interest in effect on December 31, 1974 was 
12%. Provincial government subsidies on certain items of indebt- 
edness reduce this average rate by approximately Y2 of 1%. 


5. CAPITAL STOCK 


During 1974, the Company purchased for cancellation 20,800 shares 
of the $1.50 cumulative redeemable preferred series ‘‘A’’. Accordingly, 
retained earnings include an amount of $844,125 equal to the par 
value of shares so cancelled to date, representing capital surplus 
pursuant to section 62 of the Canada Corporations Act. During 1974, 
the authorized preferred shares were reduced by the cancellation of 
33,765 shares. 


The Company had reserved 15,000 shares of the unissued common 
stock for purposes of stock options granted in 1972 to senior officers 
(7,000 shares) and key employees (8,000 shares) exercisable at $8.00 
per share as to 3,750 shares in each of the years commencing 
December 1, 1973, 1974, 1975 and 1976 with all rights to exercise 
expiring on November 30, 1977. During the first half of 1974, a key 
employee exercised options with respect to 250 shares leaving avail- 
able 14,750 of the shares so reserved. 


6. REMUNERATION OF DIRECTORS AND OFFICERS 


Nuimbenmiofacirectorsivs samen ernest eee 10 
Remuneration as such EN $ 36,150 
IUTinleteelmeliitacicy 9 OS Swed oe e@ 6) eben & « 10 
Remuneration as such : eth ).5 We $356,100 
Number of officers who are directors ee eee > z 


7. CONTINGENT LIABILITIES 


On August 16, 1974, an action was instituted in the Superior Court, 
District of Montreal, against the Company and Tek Plastics Limited, 
a subsidiary, by Lockheed Aircraft Corporation, claiming $7,949,150 
arising from the cancellation of a supply contract by Tek Plastics 
Limited. Tek Plastics Limited is seeking to recover damages of 
$2,000,000 from Lockheed in relation to the same matter. The dispute, 
which arose in 1971, is also the subject of parallel proceedings in 
California. Both Tek Plastics Limited and the Company are vigorously 
contesting Lockheed Aircraft Corporation’s claim and Tek Plastics 
Limited is actively pursuing its own claim against Lockheed Aircraft 
Corporation. 


Capital Management Limited, a subsidiary company, and its subsid- 
iary, All-Canadian Group Distributors Limited, are defendants in 
various lawsuits arising out of a management agreement. Legal 
counsel is of the opinion that such lawsuits are not well founded. 


Management and legal counsel are of the opinion that adequate 
provision has been made in the accounts of the company for the 
foregoing matters. 


8. INCOME TAXES 


Losses accumulated in prior years by the Company and certain 
subsidiaries and amounting to approximately $4,500,000 may, for 
income tax purposes, be applied to future earnings, and expire as 
to $770,000 in 1975, $2,400,000 in 1976, $930,000 in 1977 and 
$400,000 in 1979. 
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